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History of WSPRS Funding Policy

Select Committee on Pension Policy
Public Safety Subgroup

September 27, 2005

Laura C. Harper
Senior Research Analyst/Legal

What is current policy?

z Cost-Sharing Policy
# Member contribution rate is %% cost of
system or 2 percent, whichever is
greater.

s Employer pays balance.
Funding Method

« WSPRS uses “aggregate” funding
method.

# Does not allow for accrual of UAAL
(unfunded actuarial accrued liability).
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Funding Policy Change

= Cost-Sharing policy changed in
2001.

# From 1948 until 1999, members paid 7
percent of pay with balance provided
by employers.

@ New approach is consistent with the
cost-sharing approach in the Plans 2,
with the exception of the 2 percent
member minimum.
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Funding Method Change

# Funding method also changed in
2001.

# Previous method was “entry age
normal.”

¢ Former method allowed for accrual of
UAAL (unfunded actuarial accrued
liability).
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WSP Member and Employer
Contribution Rates Historical 1947-2003
and Forecast 2005 - 2009

Employer
O Member

_s"é 0.
2001 |2% 0.00%
ﬂ. 0.00%
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Status of Plan in 2001

2 When funding provisions were
modified, plan was in fully-funded
status.

# Member contributions = 2 percent.

# Employer contributions = 0 percent.
State’s contribution had been
suspended since 1999.
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Role of JCPP in 2001 Changes

2 1999 legislature directed JCPP to
study the method for setting
employer and employee contribution
rates during 2000 interim and propose
changes.

= 2001 JCPP legislation:
¢ Included funding policy changes.

@ Also included substantial benefit changes
for members commissioned on or after
January 1, 2003, (detailed in 2004 report).
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2001 Plan Structure

2 Benefit changes did not result in a
closed Plan 1 and a new Plan 2.

¢ This was a departure from approach in
every other Washington retirement
system.

# References to a WSPRS Plan 1 and 2 are
to distinguish benefits for old hires and
new hires, but are not formal (statutory)
distinctions.
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2001 Funding Structure

2 No WSPRS 2 fund

# All contributions go to same fund.

@ All members are part of same
experience group.

# All members pay same contribution
rate.

# “Plan 2” members add liability to
plan but have lower normal cost
than “Plan 1” members.
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2004-2005 SCPP Activity

= SCPP studied “WSP Rate Stability”
in 2004 interim and proposed
legislation in 2005.

# In-depth report from last interim
provides complete study of this
issue (included in materials).

= SCPP established subgroup in 2005
interim.
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Issue Today

= Member rates are currently
projected to surpass 7 percent in
2009-2011 biennium.

@ Possible Bakenhus concern for
“Plan 1” members who feel they
have a contractual right to
historical limit of 7 percent; clearly
not a concern for “Plan 2”
members.
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Issue Today, cont’d.

& Troopers” Association wants to
reformulate the 2001 cost-sharing
design:

# 5 member, % employer, with 7
percent cap on member contributions.
= Cost-sharing would return to
something more consistent with
historical split.
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Why are rates increasing?

% Due to smoothing, plan is still
recognizing losses from poor
investment returns in 2000-2001.

@ Plan is open to new entrants.

¢ As new members join, new liabilities
are recognized very quickly.

# In closed plans like LEOFF 1,
reduction of surplus funds is slower.
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Contribution Rate Stability

= “... establish long-term employer
contribution rates which will
remain a relatively predictable
proportion of the future state
budgets.”

@ Recent system-wide legislation
addresses historic volatility with
smoothing and asset corridor
measures.
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2004 SCPP Proposal

2 Member rates at 5 of total cost of
- system or 7 percent, whichever is
less, with member contribution

rate floor of 2 percent.

@ Employer pays the balance.

@ 2 percent floor for member
contribution rate helps address rate
adequacy.
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Status of 2005 SCPP Bill

# Introduced as HB 1317/SB 5341.

# Bill did not move from
Appropriations and did not receive
a hearing in Ways and Means.

= Is technically still alive for the 2006
legislative session.
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Estimated Fiscal Impact on Employers

Total Employer Costs:

2006-07 $ 1.1 million
2007-09 3.7 million
2006-31 114.7 million
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Implications of Change

# Changing cost-sharing formula
would not change liabilities of
plan.

= Would shift % of cost from
members to employers.

= Changes cost allocation of any
future benefit improvements:
members pay s instead of %.
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Members Impacted

2 1,057 Active (based on 1/24/05 FN)

# 997 in WSPRS 1

# Historically did not pay more than 7
percent.

¢ 60 in WSPRS 2
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Next Steps

21 Recommend that SCPP continue to
support HB 1317/5SB 53417

=z Introduce same approach as new
bill in 2006?

= Pursue some other approach to
cost-sharing and rate setting?
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Washington State Patrol

Rate Stability

(December 15, 2004)

Issue

Staff

Members Impacted

Current Situation

Contribution rate stability and the current cost-
sharing provision in the Washington State Patrol
Retirement System (WSPRS) are issues for the
Washington State Patrol Trooper’s Association.
They have forwarded their proposals to the SCPP
in recent correspondence and analysis.

As of the most recent forecast, member
contribution rates in the WSPRS are expected to
increase from the current 2.00% minimum to
7.97% during the 2007-2009 biennium, and to
8.93% in the 2009-2011 biennium. Historically,
the WSPRS member contribution rate was set in
statute at 7.00% of salary. When the plan was
reformed in 2001, a new funding method and
cost-sharing design were incorporated. As a
result, member contribution rates will soon
exceed the former statutory rate. While the
Trooper’s Association endorses the concept of
rate stability, they are also interested in
reformulating the current cost-sharing formula.

Robert Wm. Baker, Senior Research Analyst
(360) 586-9237

As of the 2003 valuation there were 1,079 active
members of the WSPRS (1,045 in Plan 1 and 34
in Plan 2).

The Washington State Patrol Retirement System
(WSPRS) was originally established in 1947, and
in 2001 was the last of the Plan 1 design
systems to be reformed. Among the numerous
modifications to the system were changes to the
funding provisions. In the original plan,

December 2004
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member contributions were set at 7.00% in
statute with the balance of contributions
provided by the employer. The current
provisions are a modified cost-sharing design in
which members pay half the cost of the plan or
2.00% or pay, whichever is greater.

When the funding provisions were modified, the
plan was in fully-funded status and member
contributions were 2.00% of pay while employer
contributions were 0.00%.

History

From 1995 through 1999, the return on plan assets in the State’s retirement
funds performed well above the actuarially assumed rate of return. As a result,
several plans reached funded ratios significantly above 100%, in essence
holding greater assets than there were accrued liabilities. In 1999, the State’s
contributions were suspended in both the WSPRS and the Law Enforcement
Officer’s and Fire Fighter’s Plan 1 (LEOFF 1) when plan assets exceeded the
plan’s fully projected benefit liability. In 2000, employee and employer
contributions were suspended in LEOFF 1, and employee contributions were
lowered to 3% in WSPRS. The 1999 legislature also directed the Joint
Committee on Pension Policy (JCPP) to study the method for setting employer
and employee contribution rates in the WSPRS during the 2000 interim.
During the 2000 interim, JCPP studied and proposed changes to the WSPRS.
The JCPP submitted legislation that was enacted in 2001 as Chapter 329.
That legislation reformed the WSPRS by:

. Changing the COLA from a simple 2% to a compounded 3% CPI-based
adjustment for beneficiaries as well as retirees.

. Changing the employee contribution rate from a fixed 7% to the greater
of 2% or the employer rate.

. Excluding prospectively voluntary D.O.T. overtime from the definition of
salary. '

For new members of the WSPRS commissioned on or after January 1, 2003,
the new plan differed from the older plan by:

Detember 1004 1004 fnerim s Page 20f 1§
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. Changing from a 2 year to a 5 year Average Final Salary (AFS) for
calculating retirement benefits.

. Excluding annual and holiday pay cash-outs from compensation in
determining member’s AFS.

. Changing military service credit provisions to exclude prior military
service and requiring employee contributions for interruptive service.

. Removing the post-retirement death benefit and allowing the member to
select an actuarial equivalent benefit option at retirement.

. Changing the pre-retirement death benefit for members not eligible to

retire or who have less than ten years of service to a refund of the
member’s accumulated contributions plus interest. For a member who
was eligible to retire or who had at least 10 years of service, the benefit
was changed to a reduced accrued benefit or 150 percent of the
member’s accumulated contributions at the survivor’s option.

In addition, the legislation provided that the funding of the plan be done on an
“aggregate actuarial cost” method, as done for all other Plan 2's. Prior to this
change, the system was funded on an “entry age normal” basis.

The legislation also attempted to amend the disability provisions in the WSPRS.
The existing provisions gave the Chief a principal role in determining
disability. And while injured WSPRS members are eligible for Workers
Compensation benefits through the Department of Labor and Industries (L&I),
disability retirement benefits have been primarily paid from the WSP operating
budget rather than the retirement system or L&l. The sections amending the
disability provisions were vetoed because of the possible diminishment of
benefits in particular situations.

What is also unusual about the changes made to the WSPRS in 2001, and
what makes it distinct from the other Plan 2s, is that those changes did not
include a typical Plan 2 funding structure. When the other Plan 2s were
created (PERS 2, TRS 2, SERS 2, and LEOFF 2), the original plans were closed,
and separate funds and funding methods were established. In the WSPRS
there are no separate Plan 1 and Plan 2 funds - all contributions are deposited
into the same fund. All members, whether Plan 1 or Plan 2, are part of one
actuarial experience group, contributions are calculated with no distinction
between the plan members, and all members are subject to the same
contribution rate.

1004 Interim lssues
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Contribution Rate History

At its creation in 1947, WSPRS member contributions were set at 6% of pay,
and the employer rate was approximately 4 times that (see Figure 1). In 1963,
the member rate was fixed at 7% of pay, and employer contribution rates have
varied between two and three times the member rate. So while the member
contribution rate has historically been very stable, the employer contribution
rate has fluctuated significantly.

Figure 1
WSPRS Member and Employer Contribution Rates
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The funding and contribution rate provisions in the WSPRS have, up to 2001,
been similar to those of the other Plan 1s. The plan funding was based on the
“entry age normal” method, the member rate was set at a constant percent of
salary, and the employer rate was whatever else was required to meet the
funding needs of the plan including payments to amortize any unfunded
liability. All other Plan 1s — PERS, TRS, and LEOFF - still have statutorily fixed
member contribution rates of 6% (the LEOFF 1 member contribution rate is
currently 0% as the plan is still fully funded). WSPRS is the only Plan 1 design
to change its funding method and change its existing member contribution
from a fixed percentage to a cost-sharing percent.

After experiencing a funding ratio of 159% in 1999, the WSP Plan is projected
to emerge from full funding in the 2005-2007 biennium. The relatively quick
reduction of surplus funds in the WSPRS was not just because of the poor
investment markets in 2000 and 2001 but also because the plan is open to

December 1004 1004 Interim Issues
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new entrants. As new members join, the plan recognizes their liabilities very
quickly (see Figure 2), which is then compared with the assets from the single
WSPRS fund, including the surplus assets. Contrast this with the surplus
funding experience in LEOFF 1: there have been no new members (liabilities)
since 1977 and the reduction of surplus funds, as a result, is slower. Member
and employer contribution rates in the WSPRS are each expected to surpass
7% in the 2007-2009 biennium.

Figure 2
Projected Assets and Liabilities in WSPRS
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Because of changes in the WSPRS funding method, member and employer
contribution rates are expected to move in unison once the total costs reach
and surpass 4% of pay. This is somewhat characteristic of a cost-sharing
funding method. The principal difference between the WSPRS and other Plan
2s is the 2% minimum member contribution in the WSPRS; minimum member
contributions are not found in the other Plan 2s. As a result of the minimum
contribution requirement, WSPRS members will, in the long-run, pay more
than half the cost of the plan.

Cost-sharing and Plan Value

Because of the varying degrees of funded status, the value of the retirement
plans - the benefits provided to members in retirement — and the long-term
level of cost-sharing are not necessarily reflected in the current contribution
rates. There are several plans that are not fully funded (see Figure 3) and their

1004 Interim lssues
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contribution rates are higher to pay for the plans’ unfunded actuarially accrued
liability. Other plans are in surplus, and depending on the funding method
may have lower contributions, or no contributions. Because of these funding
differences current contribution rates do not reflect the long-term value of the
plans.

Figure 3
Funded Ratios of Plan 1 Systems
. and WSPRS 2003

PERS1 TRS1 LEOFF1 WSP
85% 93% 112% 123%

A more appropriate indicator of plan value, or benefit value under a defined
benefit plan, is the entry age normal cost of the plan. This prices the plan
based on the cost of the benefits and the long-term realization of all actuarial
assumptions. In this manner, the contribution rates reflect the demographic
characteristics of plan members and the value of the benefits in the plan rather
than the short-term gains or losses in plan assets. The normal cost of the
various retirement systems and plans are shown in Figure 4.

Figure 4
Entry-Age Normal Contribution Rate and Social Security Contribution
by System and Plan: Total Percent of Pay

Entry Age Normal Cost Social Security Tax Entry Age + Soc Sec
Plan Member Employer* Total { Member Employer Total i Member Employer Total
PERS 1 6.00% 5.31% 11.31%: 6.20% 6.20% 12.40%: 12.20% 11.51% 23.71%
PERS2/3 4.46% 4.46% 8.92% i 6.20% 6.20% 12.40%: 10.66% 10.66% 21.32%

TRS 1 6.00% 7.30% 13.30%: 6.20% 6.20% 12.40%: 12.20% 13.50% 25.70%
TRS 2/3 5.43% 5.43% 10.86%: 6.20% 6.20% 12.40%: 11.63% 11.63% 23.26%
SERS 4.71% 4.71% 9.42% : 6.20% 6.20% 12.40%: 1091% 10.91% 21.82%

LEOFF 1 6.00% 22.46% 28.46%: 0.00% 0.00% 0.00% ! 6.00% 22.46% 28.46%
LEOFF 2  8.36% 8.36% 16.71%: 0.00% 0.00% 0.00% : 8.36% 8.36% 16.71%

WSPRS 10.69% 10.69% 21.38%: 0.00% 0.00% 0.00% : 10.69% 10.69% 21.38%
*Does not include contribution rate for Plan 1 UAAL.

Taking into account both State retirement and Social Security, total
contributions to Washington’s retirement systems can easily surpass 20% of
pay in most plans. The employer commitment to Washington’s retirement
plans, again summing the normal cost plus any employer contributions to
Social Security, can surpass 10% of pay. The total employer contribution in

1004 Interim kssues T
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the WSPRS is 10.69% of pay compared to 10.66% on PERS 2/3 and 11.63% in
TRS 2/3. The entry age normal cost for the WSPRS is based on the current
mix of Plan 1 and Plan 2 members. This rate will decrease as Plan 1 members
are replaced by Plan 2 members.

Age Provisions and Plan Value

All Washington’s systems and plans have similar benefit formulas (2% of
average final compensation x years of service). Such similar provisions will not
cause cost differences within the Plan 1s, or within the Plan 2s. The more
costly element that will differentiate these systems and plans is the age at
which a member is allowed to retire and receive a benefit. The younger the
retirement age, the longer a benefit is received, and the costlier the plan.
Because of the inherent danger and physical stresses of public-safety
occupations, the age and service provisions in WSPRS and the LEOFF Plans
allow for full retirement benefits at relatively young ages: at age 50 in LEOFF 1,
age 53 in LEOFF 2, and at age 55 or after 25 years of service in WSPRS. Many
WSPRS members have become eligible for full benefits before reaching age S0.
The average retirement ages in these public-safety plans are reflective of those
provisions (see Figure 5) which would make them more costly than the
remaining plans.

Figure 5
Average Retirement Age
by System and Plan: 2003
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Three-Legged Stool

The “three-legged-stool” pension model is one in which an individual’s
retirement income is derived from three sources: an employer provided
pension, personal savings, and Social Security. Social Security benefits are
available to all employee groups who elect to join and make contributions.
Those contributions are currently 6.2% of pay, up to $87,000 (indexed) in
earnings, for both the employee and employer.

Many public-safety retirement plan members, including WSPRS members, do
not pay into the Social Security system. Members of several general public
employee retirement plans also do not pay into Social Security, Alaska and
Ohio Public Employee’s Retirement System being examples. Plans covering
employees who do not pay into Social Security tend to have more generous
benefits than those where members do make Social Security contributions.
This is a tacit acknowledgment that when one leg of the three-legged stool is
absent, one of the other legs must be more substantial.

WSPRS members also do not pay into Medicare. PERS, TRS, and SERS
members and their employers each pay 1.45% of salary as contributions to
Medicare. '

Even if WSPRS members do not pay into Social Security, that does not
necessarily mean they won'’t inevitably receive Social Security benefits. It is
understood that by retiring relatively young, not all members will be
permanently leaving the work force. Retired WSPRS members will likely be
working in some other public or private-sector job until fully retired; one in
which they would probably be contributing to Social Security.

Contributions and Funding in Comparative Systems

Contributions among the comparative states will be different because of the
differences in benefit design, funding policies, cost-sharing, and the presence of
unfunded liabilities. Employer contributions among the comparison states
ranged from 0.00% in Washington to 43.54% in Missouri (see Figure 6).

1004 Inerim Issues
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Figure 6
Comparisons of Provisions in Select State Trooper Plans
Contribution Rates Benefit Multiplier: Benefit Requirements
Employer Member _ % x Years of Service Age /[ Service
California 32.65% 8.00% 3.0% (max 90%) 50/5
Colorado  12.85%  10.00% 2.5% S0/ 25,55 1 22;36/0564 /
Florida 22.15% 0.00% 3.0% 55 / 6, Any age / 25
Idaho 10.73% 7.65% 2.3% (max 100%) 50 / Rule of 80
Iowa 17.00% 9.35% 2.75% (max 88%) 55/ 22
Minnesota 12.60% 8.40% 3.0% 55/3
Missouri 43.54% 0.00% 1.7% 48 / Rule of 80
. . (3 to years,
Ohio 24.50% 10.00% 5 50% per year thereafter 48 / 25
(max 79.25%)
Oregon 9.49%  6.00% 2.0% 55 [ any service, 50 / 25,
Any age / 30
. o o o o Any age / 25,
Washington  0.00% 2.00% 2.0% (max 75%)

55 / Any service

Florida and Missouri are non-contributory plans.

Towa employer contribution did not include a payment to the plan's unfunded liability.

Missouri employer contribution rate includes a 29.21% payment for the plan's unfunded liability.
California employer contribution rate includes an 18.13% payment for the plan's unfunded lLiability.
Missouri members pay into Social Security.

Among these comparative systems, only WSPRS has a 50-50 (as long as the
costs exceed 4% of pay) cost-sharing design. Most rely on a statutory
contribution by the members and a residual contribution by employers to pay
the remaining cost of the plan. Two of the plans, Florida and Missouri, are
non-contributory plans, meaning the members make no contributions at all.

Benefit design has a direct bearing on the cost and funding requirements of
these plans. The California State Patrol plan recently instituted a 3% per year
benefit multiplier which will result in a larger benefit and require greater
contributions than the 1.7% multiplier used in Missouri. However, Missouri
troopers and their employer, pay into Social Security thus providing a benefit
that does not show in this accounting.

Funding methods also add to the difficulties in comparing contribution rates.
The current funding method in Washington is the aggregate actuarial cost
method in which no unfunded actuarially accrued liability (UAAL) is allowed to
accumulate outside the plan’s normal cost. All of the comparison States use

Decomber 1004 1004 Interim Issues
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the “entry age normal” funding method and have varying levels of unfunded
liabilities. For instance, in Missouri the great majority of their current
employer contributions are to cover the plan’s UAAL. Over half of the employer
contributions in the California Highway Patrol plan are payment for the plan’s
unfunded liability. Idaho and Colorado’s trooper plans also have unfunded
liabilities that add to their employer contribution rates. Iowa’s trooper plan
also has a significant unfunded liability that could increase their current
employer contribution rate by up to 12 percentage points if they chose to fund
it. Unfunded liabilities create generational equity issues in that the cost of
unfunded pension liabilities of current retirees are passed to future taxpayers.

LEOFF 2 Comparison

The other open public safety related retirement system in Washington State is
the Law Enforcement Officers and Fire Fighters retirement system Plan 2
(LEOFF 2). A new Public Safety Employee’s Retirement System (PSERS) will
open in 2006, but until that time LEOFF 2 will be the point of comparison.
Benefit provisions in WSPRS 2 and LEOFF 2 are similar in many ways,
particularly in terms of vesting, benefit formula, and COLAs. Where the
WSPRS differs is in the provision allowing a member with 25 years of service to
retire with an unreduced benefit. This is characteristic of the service-based
criteria found in the Plan 1 designs and still found in WSPRS 2. This is more
costly than the age and service provision in LEOFF 2.

As with all the Plans 2, the WSPRS and LEOFF 2 are similar in that they both
use the “aggregate actuarial cost” funding method (see Figure 7). This method
reacts quickly to changes in asset returns, and does not allow the
accumulation of an unfunded liability outside the plan’s normal cost.

Figure 7
Funding Provisions in WSPRS 2 and LEOFF 2

WSPRS 2 LEOFF 2

Funding Method Aggregate Actuarial Cost

2% or half the cost of the

benefits, whichever is greater. Half the cost of member benefits

Member Contributions

Employer . 30% of the cost of members
Contributions (The State is the employer) benefits

Half the cost of members benefits 20% of the cost of members

State Contributions unless total costs are under 4%. benefits
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Besides the minimum member contribution in WSPRS, the principal difference
in funding policy between the plans is how the employer costs are divided in
LEOFF 2. The state is the employer for WSPRS members and pays half the
cost of the retirement plan benefits, as long as the costs exceed 4% of pay.
While the State is not the employer in LEOFF 2, it still pays 20% of the cost of
the benefits, while the actual local government employer pays 30% of the cost
of the benefits. A State contribution for those who are local government
employees is not found in the other Washington systems and plans; it is likely
a design borne of the significant state contributions to the original LEOFF 1
Plan.

Proposed Cost-sharing Formula

The Trooper’s association has proposed reworking the cost-sharing formula.
The current 50-50 split with a 2.00% member minimum would be changed to
Ys member, % employer, with the member rate capped at 7%. Historically the
plan required 7.00% of pay from the members with the State liable for the
remaining costs. This resulted in members paying, on average, about one-third
of the plan’s costs and the employer (the State) paying about two-thirds.

In a second proposal, the Trooper's Association has also requested a phase-in
period before the s - %5 formula takes effect. Because their employer has been
making no contributions since 1999, they feel their employer should make even
larger contributions than are generated in the % - %5 formula. They propose
that over the next 3 biennia, members would pay 20% of the cost of the plan,
with a 2.0% minimum member contribution rate, and their employer would pay
the remaining cost of the plan.

Fiscal Impact

Fiscal analysis of this proposed cost-sharing formula show the member
contribution rate in the 2005-2007 biennium declining by 1.5% and the
employer rate increasing by 1.5%. This would result in an additional $2.4
million in State contributions to the WSPRS during the 2005-2007 biennium.
With a long-term expected normal cost of 21.38%, the current 50-50 cost-
sharing would result in member rates and employer rates each trending to
10.69%. Under the Vs - %5, 7% cap proposal, the member rate would reach a
maximum of 7% while the employer rate would trend to 14.39%. The 25-year
cost to the State would be $123 million. Under the phase-in proposal, the
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member contribution rate would fall by 2.51% and the employer contribution
rate would increase by 2.51% in the 2005-2007 biennium. This would result
in an additional $4.0 million in employer contributions in the first two years.
The 25-year cost to the state would be $133.4 million.

Policy Analysis

The policy questions in regards to the WSPRS contribution rate stability issue
is whether the plan adheres to the cost-sharing policies outlined for the Plan
2s, whether the current volatile contribution rates are in conflict with existing
funding policy, and whether the proposed contribution formula, with the 7%
cap, is in keeping with current policy.

Cost-sharing

One of the implicit policies formulated by the Joint Committee on Pension
Policy states that “... costs should be shared equally between employees and
employers.”

When the total funding requirements of the WSPRS are 4% of salary or greater,
there is equal cost-sharing. If, as has been the case over the past several
years, the plan is fully funded and requires no contributions, then members
pay the only contributions to the plan. Since members make contributions
when none are necessary but the employer does not, the members will, in the
long-run, not share equally in the costs of the plan. The proposed s - %5 cost-
sharing formula would be consistent with past practices for the WSPRS but
inconsistent with current cost-sharing policies of the Plan 2 systems. The
prospect of member contribution rates climbing over 7.00% may also raise a
Bakenhus issue for existing Plan 1 members. Existing members never paid
contributions above 7.00% of pay. The Bakenhus decision does allow for
changes in retirement plan provisions as long as the trade-offs are of equivalent
value. In the reform of the State Patrol Plan in 2001, existing members and
their beneficiaries received a benefit increase in the form of a 3% CPI-based
COLA for retirees and survivors; retirees formerly had a 2% simple COLA, and
only in 2000 were survivors eligible to receive a 2% simple COLA. Existing
members also received more flexibility in providing survivor benefits for their
beneficiaries. Though not a permanent benefit, members also received a short
term decline in their contribution rate.

December 2004 2004-lmm htues Page 1 of 15
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Rate Volatility

Within the Finding Chapter (RCW 41.45) is the policy goal to “establish
predictable long-term employer contribution rates which will remain a relatively
constant proportion of the future state budgets.”

The projected increases in employer and member contribution rates have
brought this policy to the forefront in current retirement discussions. The
volatility of the contribution rates, both during the recent past and over the
next several biennia, is in conflict with this existing funding policy. Legislation
has been enacted in the past two sessions to address this volatility, and is
expected to smooth out any such future fluctuations (Chapter 11 laws of 2003
extended session, and chapter 93 laws of 2004.)

Rate predictability and stability is an issue impacting all systems and plans,
including the WSPRS. In response to this volatility the funding report of the
State Actuary, heard by the SCPP in July of this year, included a
recommendation to establish minimum Plan 2/3 contribution rates based on a
combination of entry age and aggregate methods. The report also
recommended that the rate charged employers to fund the Plan 1 unfunded
liability not be allowed to decrease until the plans were at a funded ratio of
125%. These recommendations seek to add a greater degree of predictability
and stability to the funding of the retirement plans in keeping with existing
policies.

In addition, the SCPP Pension Funding Council Subgroup proposed a phase-in
of the projected rates increases over the next 3 biennia. While this would incur
additional costs to the plans, it would observe the policy of predictability.

Policy Conclusion

Two particular elements within the WSPRS design have policy implications.
The presence of a minimum contribution rate for members results in an
imbalanced cost-sharing relationship. Without an equivalent minimum
contribution rate for the employer, members will not share equally with the
State in the cost of the plan. The proposed ¥ - % contribution formula with a
7% member cap may be in keeping with historical Plan 1 policy, but would be
establishing new policy within the Plan 2 systems. The other policy element
relates to the stability of the contribution rates; by using the aggregate method
to fund the plans, benefits are fully paid over the working lives of the members
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and no unfunded liability is allowed to accrue outside the plan’s normal cost.
This does result in rate volatility which may be in conflict with existing funding
policy. However, recent legislation has set in place new smoothing methods
and asset corridor measures to address this volatility. Furthermore, additional
funding recommendations are before the SCPP this interim which also apply to
the WSPRS.

Executive Committee Recommendation

Forward two proposals to the full committee for a public hearing:

Proposal #1: Members pay ' of the cost of the plan, with a maximum member
contribution rate of 7.0%, and the employer pays the remaining cost of the
plan. '

Proposal #2: During the first 3 biennia members pay 20% of the cost of the
plan, with a 2% minimum member contribution rate, and the employer pays
the remaining cost of the plan. After 3 biennia, members pay s of the cost of
the plan, with a maximum member contribution rate of 7.0%, and the employer
pays the remaining cost of the plan.

Committee Recommendation

Draft a bill on proposal #1 and forward it to the full legislature.

Bill Drafts

Attached

Fiscal Note

Attached

Administrative Impact

See attached letter from John Charles, Director of Department of Retirement
Systems.
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Stakeholder Input

Robert Thurston, President

Washington State Troopers Association

Tom Pillow, President WSP Troopers Association
See attached correspondence

Public Sufety Subgroup YT
OASCPPAO0S\Public Safety Subgroug\10-{8-0S\WSP Rate Stabilitywpd
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STATE OF WASHINGTON

DEPARTMENT OF RETIREMENT SYSTEMS

PO Box 48380 » Olympia WA 98504-8380 * (360) 664-7000 ¢ Toll Free 1-800-547-6657

October 28, 2004

RECEIVED
The Honorable Karen Fraser, Chair OCT 2 8 2004
The Honorable Steve Conway, Vice-Chair
Select Committee on Pension Policy Qffice of
Post Office Box 40914 . TheSiate Aduay

Olympia, Washington 98504-0914
Dear Senator Fraser and Representative Conway:
Subject: Washington State Patrol Rate Stability

At the October 19, 2004 Select Committee on Pension Policy (SCPP) meeting, the Department
of Retirement Systems (DRS) was asked to provide administrative input on the issue of rate
stability in the Washington State Patrol Retirement System (WSPRS). There are three
administrative areas of the WSPRS that are important to note: the funding structure of the plan,
the accounting of the contributions, and the reporting of the assets in the Department’s
Comprehensive Annual Financial Report (CAFR).

Funding

As explained in the report to the SCPP, the funding of the plan had historically been a

1/3 —2/3 split between member and employer, with a 7 percent maximum member contribution.
In the 2001 legislation creating Plan 2 and providing for an enhanced cost of living allowance for
retirees, that funding was changed to an employee contribution equal to the greater of 2 percent
or the employer rate. However, unlike any other Washington State retirement system with
multiple plans, the funding of the benefits for each plan was not separated, even though the
benefit structure for Plan 1 and Plan 2 is significantly different. Currently, members of both
plans pay the same contribution rate, and all benefits are paid from the same fund.

Accounting

When implementing this 2001 legislation, DRS decided to account for the contributions from
each plan separately. While the contributions are invested and benefits are paid from one fund
per statutory requirement, the Department accounts for them separately to ensure clear records
and provide for historical data regarding the contributions received by members of each plan.
This practice would allow the Department to easily account for separate Plan 1 and Plan 2 funds
should this be necessary in the future.

e <O



Senator Karen Fraser
Representative Steve Conway
October 28, 2004

Page 2

Reporting

In determining how to report WSPRS Plan 1 and Plan 2 under one find in the department’s and
the state’s Comprehensive Annual Financial Reports, and in the State Investment Board’s
Annual Report, we worked with staff from the Office of the State Actuary, the State Investment
Board, and the Office of Financial Management, to reach agreement on the appropriate way to
accurately represent WSPRS. We agreed that descriptions of the benefit structure and
demographic data should be represented for each plan within the system but that all data showing
contributions, assets, and liabilities would be represented only at the system level, with footnotes
explaining that this includes both Plan 1 and Plan 2. You will see this reporting structure in the
2004 CAFR, published in December.

The issue before the Select Committee on rate stability is complex but the decisions and
practices of the Department, when implementing the 2001 legislation, should allow for ease of
administration if changes to WSPRS funding policy are made. Please contact me at 664-7312 if
you have any further questions.

Sincerely,

John F. Charles
Director '



WASHINGTON STATE PATROL TROOPERS ASSOCIATION

200 UNION AVE. SE STE. 200, OLYMPIA, WASHINGTON 98501 (360) 704-7530 FAX (360) 704-7527

September 9, 2004
RECEIVED @@‘P .
SEP 1 3 2004
Senator Karen Fraser Ofiice of
P.O. Box 40422 The State Actuary

Olympia, WA 98504-0422
Re: WSPRS Contribution Rate Stability
Dear Senator Fraser:

Thank you for taking the time to meet with Rick Jensen and Paul Neal to contribution
rate stabilization. We share your concerns, and appreciate your leadership, in this area.
All of the systems have seen wide swings in rates in the last six years, but those
fluctuations have been most dramatic in the Washington State Patrol Retirement System
(WSPRS).

The current contribution rate stabilization recommendation put forward by the State
Actuary would require an amendment to the statutes governing contribution rates for the
WSPRS. We ask that those amendments incorporate our proposal.

We are proposing a WSPRS contribution formula that is consistent with the statutory
history and past practice of the Legislature and the Pension Funding Council:

e 7% cap on member coniributions;
1/3 —2/3 member to employer contribution ratio effective July 1, 2005.

I am enclosing a copy of our briefing paper on the issue. I would appreciate it if you
could give the Trooper’s association fifteen to twenty minutes on the October SCPP
agenda to present this issue to the full committee.

We are also concerned about retiree health insurance. There are a number of optional
plans authorized by the federal tax code. There also appears to be a lot of confusion
about what those plans are and how they work. Please consider making the study and
discussion of this issue a top priority for the SCPP’s work during the 2005 interim.

oL



Thank you for your consideration.

Robert Thurston, President
Washington State Trooper’s Association

cc: Maitt Smith



Contribution Rate Stability

For Trooper Retirement
October 4, 2004

The Trooper’s association shares the SCPP’s concern for contribution rate stability. We support
the idea of working towards a minimum contribution rate that will guard against the wild swings .
we are currently experiencing. Under the Actuary’s current recommendation, those minimum
contribution rates would be equal for employers and employees. The unique history of Trooper
retirement requires a modified application.

How We Got Here

Up until 2001, the Troopers paid a statutorily fixed 7% contribution rate. Historically, Troopers
have paid one-third of the system cost and the State has paid two-thirds'.

In 1999 the State's contribution to WSPRS dropped to 0.00%, where it has stayed ever since. In
2001 the Legislature changed the funding formula® greatly reducing the State’s obligation.
Instead of picking up two-thirds of the cost, the State changed its maximum obligation to one-
half. Troopers were required to pick up the slack.

Since 1999 the State has paid nothing while the Troopers have continued to pa . Beginning in

2005, the system cost will exceed 4% of salary'™. At that point the Troopers and the State will
cach be sharing half of the total cost. Beginning in 2007, Trooper contributions will exceed 7%.

Where We Are

Washington State Troopers appear-to get better retirement benefits than other State employees.
In reality, the State’s current funding commitment to Trooper’s retirement is much less. The State
makes Social Security Contributions for all its employees - except Troopers.

Current employer retirement contribution policy:

Employer Pension 10;year average aniiual.
Contribution Policy employer-contributions:
‘Troopers (WSPRS) (A) One-half of actuarial 5.12%
cost of WSPRS"; of salary
All Other State (A) One-half of actuarial ,
Employees (PERS 2 costs of PERS™; PLUS 12.03%
s Sacial Seenr (B) 7:65% of salaty for of salary
plus Social Security) social security and medicare '
Prepared by

Washington State Patrol Troopers Association
October 18, 2004



Prior to 1999, the level of State retirement contributions for Troopers was equivalent to
contributions for other State employees The State didn’t contribute to Social Security for
Troopers, but it spent more on WSPRS than on PERS. That made sense. In 2001, that one-
third/two-thirds contribution ratio was replaced with a ratio of fifty/fifty. By 2007 Trooper
contribution rates will exceed the contractually fixed 7% level. '

Contribution Rate Stability for Troopers

Raismg I'rooper contribution rates above 7% violates constitutionally protected Trooper pension
rights. Restoring the 7% cap and keeping the cost sharing at 50-50 will not provide adequate
funding. The Trooper’s propose:

o Trooper contribution rates capped at 7% - one-third of the current 21% normal cost.

- Long-term contribution ratio of 1/3 - 2/3. Adopt same floor as other plans but with 1/3 —
2/3 cost division. This reinstates the old formula and recognizes the lack of employer
social security contributions.

* . Restore equilibrium with 80-20 phase in. ‘Three bienninms of the State paying less than
its share should be offset with three bienniums of the State paying more. As rates go up
for the next three biennia, the State should pay 80% of the cost while the Troopers pay
20% of the cost.

Notes

i 15.1 % Average annual employer contribution to WSPRS since 1963 (7% employee contribution). 13.74%
Average annual employer contn'butlons for other state employees.

i. RCW 41.45.0631 (Ch. 329, Laws of 2001) enacted the following formula:
L4 Troopers pay 2% of salary or one-half of retirement cost, whichever is greater;
L State pays:
o Less than Troopers if total cost of system is less than 4%, or
o One-half of retirement cost if total cost exceeds 4%.

ii, Projected WSPRS contribution rates from the OSA website:

| 2003-05 2005-07 2007-09 | 2009-11
Troopers 2.00% 4.22% 7.97% 8.93%
Employer | 0.00% 4.22% 7.97% 8.93%

iv. RCW 41.45.0631; the state makes a Medicare contribution of 1.45% for Troopers employed after July 1,
1986.

V. RCW 41.45.061

Prepared by
Washmgton State Patrol Troopers Association
October 18, 2004



Transfers from State Patrol Highway Account
to Motor Vehicle Fund

$48,657,000
2003-05 $20,000,000° 868,657,000
2005-07 $20,000,000° $88,657,000
2007-09 $25,000,000 $113,657,000
2009-11 $5,000,000 $118,657,000
2011-13 $15,000,000 $133,657,000
2013 - 15 __$15,000,000 $148,657,000

48,657,000

R

Discontinuance of the transfer will provide more than enough funding for the
Trooper pension contribution proposal.

'ch. 14, sec.406, laws of 2001 as amended by sec 404, ch. 359, laws of 2002.

2 ch. 360, sec. 405, laws of 2003

*Projected transfers taken from DOT ten-year transportation budget plan submitted to
Governor’s office with 2005-07 DOT budget.

Prepared by

Washington State Trooper’s Association

" October 18, 2004
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September 24, 2004

Chief Lowell M. Porter
Washington State Patrol

General Administration Building
P.O. Box 42600

Olympia, Washington 98504-2600

Chief Porter;

The Select Committee on Pension Policy (SCPP) will be holding its next hearing on
October 19, 2004, from 10:00 am to 1:00 pm in Senate Hearing Room 4. Among the
issues being presented will be Washington State Patrol Retirement System (WSPRS)
Contribution Rates.

Based on the results of the 2003 actuarial valuation, the Office of the State Actuary
and the SCPP forwarded contribution rate recommendations to the Pension Funding
Council for the 2005-2007 biennium. The recommended employer and member -
contribution rates for the WSPRS were 4.51% of pay.

WSPRS member contribution rates are forecast to exceed 7% in the 2007-2009
biennium. The Troopers Association has asked the SCPP to address this issue.

You are welcome to attend the hearing. Any information you may want to share in
this regard would be appreciated. :

Sincerely,

Robert Wm.’Baker
Senior Research Analyst -

cc: Senator Karen Fraser, Chair SCPP
Robert Thurston, Washington State Troopers Association

Enclosure

O:\SCPP\2004\10-19-04 Ful\WSP letter.wpd

P.0. Box 40914
Olympia, WA 98504-0914
actuary_st@leg.wa.gov




WASHINGTON STATE PATROL TROOPERS ASSOCIATION

200 UNION AVE. SE STE. 200, OLYMPIA, WASHINGTON 98501 (360) 704-7530 FAX (360) 704-7527

May 26, 2005 : RECEIVED
v JUN 7 - 2005

Senator Karen Fraser, Chair Office of

Select Committee on Pension Policy The State Actuary

417 JAC

PO Box 40422

Olympia, WA 98504-0422
Re: Troopers Association Request for SCPP Agenda Items

Dear Senator Fraser:

As the incoming president of the Troopers Association, I wanted to first thank you for your help
during the last Legislative session. We are particularly pleased with the passage of Second
Substitute House Bill 1188, our collective bargaining bill. As always, there is still more work to
do. I am writing to ask for your help in allowing us to bring the following issues to the Select
Committee on Pension Policy during the 2005 interim: :

¢ Trooper Contributions. We were grateful for the SCPP’s support for our contribution rate
bill, HB 1317/SB 5341. That bill would have returned the Trooperstoa 1/3 - 2/3
contribution ratio with a 7% cap on employee contributions. Unfortunately, neither bill
made it out of the house of origin. We would like to continue to work the bil] with the
Committee during the interim.

¢ Increase Mandatory Retirement to Age 65. The Troopers have supported this bill in the
past and would like to continue to keep it alive during the interim. .

¢ Disabled Troopers Converting to Retirement. As you know, disabled troopers are not

- retired. Instead, they remain on the payroll at half-salary and are paid out of the Patrol’s
operating budget. A recent decision of the Chelan County Superior Court, In Re Truman
considered the survivor pension calculation for a Trooper who died while on disability
status. While the Troopers association agrees with the decision, it does point out some
confusion about the treatment of disabled Troopers under the retirement system. We
would like to discuss the possibility of having disabled Troopers continue to contribute to
the retirement system and convert to retiree status at age 60.

e Distinctions between WSPRS and PERS. Discussions surrounding the Troopers
contribution bill brought to light some ambiguity about the policy differences between
WSPRS and PERS 2. We would like an opportunity to discuss those issues with the
Committee for background when considering WSPRS issues.

Finally, we are asking you to convene the public safety subcommittee authorized under RCW
41.04.278, to facilitate consideration of these issues.

OGP 27



Thank you for your consideration of this request. Please feel free to either call me at (360) 704-
7530 or Rick Jensen at (360) 951-9531 with any questions or for discussion.

Sincerely,

om Pfllow, President
ashington State Patrol Troopers Association

cc: Matt Smith
Rick Jenson
Davor Gjurassic
Paul Neal
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HOUSE BILL 1317

State of Washington 59th Legislature 2005 Regular Session

By Representatives Conway, Fromhold and Crouse; by request of Select
Committee on Pension Policy

Read first time 01/20/2005. Referred to Committee on Appropriations.

AN ACT Relating to member contribution rates in the Washington
state patrol retirement system; amending RCW 41.45.0631; providing an

effective date; and declaring an emergency.
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF WASHINGTON:

Sec. 1. RCW 41.45.0631 and 2001 c 329 s 11 are each amended to
read as follows:

Beginning July 1, ((2668%)) 2005, the required contribution rate for
members of the Washington state patrol retirement system shall be
((&we) ) seven percent or ((egual—teo)) one-third of the ((empleyer))
rate adopted under RCW 41.45.060 and 41.45.070 for the Washington state

patrol retirement system, whichever is ((greater)) less. In no event

shall the member contribution rate be less than two percent.

NEW SECTION. Sec. 2. This act is necessary for the immediate

preservation of the public peace, health, or safety, or support of the
state government and its existing public institutions, and takes effect
July 1, 2005.

-—-- END ---

p. 1 HB 1317



*  The Normal Cost portion is paid over the working lifetime of the Plan 1 active members. The remaining
cost is called the UAAL.

+ The UAAL is paid for by employers as a percent of the salaries of all plan 1, 2, and 3 members until the
year 2024.

Pension Benefit Obligation (PBO): The portion of the Actuarial Present Value of future benefits
attributable to service credit that has been earned to date (past service).

Unfunded Liability (Unfunded PBO): The excess, if any, of the Pension Benefit Obligation over

the Valuation Assets. This is the portion of all benefits earned to date that are not covered by plan
assets.

5 O:\Fiscal Notes\2006\Intemal\1317 HB Draft.wpd
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